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Chapter 1 
INTRODUCTION 
LI Introduction 
Man, it is said, lives on hope. Hope, though necessary, is not sufficient in 
life. There are many other materialistic things that he needs like food, 
clothing, shelter etc., and these needs too, keep changing throughout his 
life. Also, his ability to fulfill the needs too, changes significantly. When 
his current ability (current income) to fulfill his needs exceeds his current 
expenditure, he saves the excess. The saving may be buried in backyard, 
or hidden under a mattress. Or, he may feel that it is better to give up the 
current possession of these savings for a future; large amount of money 
that can be used for future consumption. 
In contrast to above situation, if the amount available for current 
consumption is less than the current needs, he has to engage in negative 
saving, or borrowing. The funds, thus borrowed may be used for current 
consumption. But, the lender of the money who forgoes his current 
possession and hence, the consumption, will ask for more than what he 
has lent. That is, the borrower should be willing to pay more than he has 
borrowed. 
This trade-off between the amount available for present consumption and 
future consumption is at the heart of all savings and investments, fhe 
ratio between the amounts of current consumption that can be exchanged 
for a certain future consumption is called the pure or risk-free rate interest 
or pure time value of money. This relationship is influenced by the forces 
of supply and demand and is determined in the capital market. 
The pure rate of interest referred to above, is a real rate as it is based on 
two amounts of money that are fully certain. If the lender expects the 
purchasing power of money to fall during the period of the loan, he 
expects, in addition to the pure or risk-free rate, an amount to compensate 
him for the fall in the purchasing power of money. If the realization of the 
future amount is uncertain, he will expect much more, and such excess is 
called the risk premium. 
Keeping all the above in view, it can be said that on investment is an 
agreement for a current outflow of money for some period of time in 
anticipation of a future inflow that will compensate for the changes in the 
purchasing power of money, as well as the uncertainty relating to the 
inflow of money in future. 
Investment motives or goals: 
The desire to postpone current consumption for higher consumption in 
future manifests itself in many ways. To take a look at their investment 
motives, investors can be divided into two classes - individuals and 
institutions. 
The common investment goals of individuals are: 
i. Buying a new house, 
ii. Financing child's education, 
iii. Saving for independence in old age, 
iv. Saving for a trip abroad, and 
v. Saving now to start a venture later. 
While the goals of individuals are determined by their physical, 
emotional and other needs, the goals of institutions generally stem from 
their source of funds and the promises. They have made to the providers 
of the ftinds. Their goals are normally: 
i. To generate at least, the promised returns for the investors, and 
ii. To generate the maximum possible returns for all the subscribers. 
This understanding describes well all the possible investments, like 
stocks, bonds, commodities or real estate by all classes of investors like 
individuals, institutions, governments, etc. In all these investments, the 
trade-off between a known amount that is invested today, in return for an 
expected amount in future. While the amount being invested is certain, 
the expected future inflow carries with it, uncertainties regarding its 
realization, and its real worth will be known only when it is due for 
realization. 
Managing the investment is a dynamic and an ongoing process. 
An investment policy statement seeks answers to the following questions: 
i. What will happen to an investor in case of adverse financial 
situation? 
ii. What will be the investor's reaction to such adverse outcome? 
iii. How aware is the investor about investments and interests? 
iv. Will there be any legal restriction affecting the investor's 
investments? 
Investors worldwide have lost a lot of money due to the technology melt 
down. Considering the volatility of markets, the question thai arises is 
"Will capital appreciation still be the primary goal of investors?" Or, is it 
the capital preservation that has to be considered as the primary goal of 
the investment. The capital appreciation is the obvious answer for 
majority of the investors, but one has to invest to earn a return on his 
money in excess of the risk free rate, considering the risk involved in 
investing. 
So, what are the choices for the investors considering the vagaries of the 
market? Investors have to look for alternate investments and, also to 
diversify into other markets in order to keep risk to an acceptable level. 
Risks in the context of investments, refers to the variability of ihc 
expected returns. It is an attempt to quantify the probability of the actual 
returns being different from the expected return. Broadly, risk is said to 
be made up of three components: business risk, financial risk and 
liquidity risk. 
Individual investors generally treat risk as the "possibility of losing 
money or sometime even as "losing money". Institutions are more 
technical, sophisticated and define risk clearly as the standard deviation 
or in more general terms, as the variability of the return. 
Individual investors can be categorized based on their psychological 
characteristics such as being an introvert or extrovert, aggressive or 
conservative, confident or uncertain. 
Institutions, on the other hand, based on the nature of their liabilities and 
requirements of their owners of beneficiaries, can be classified into 
pension funds, provident funds, insurance companies, banks, etc. 
Investments policies of the investors can be laid down based on what the 
investors think is best for them while often, the investments polices of the 
institutions are determined to a significant extent based on various legal 
requirements. 
Financial markets are traditionally segmented into money markets and 
capital markets. Money market instruments include short-term, 
marketable, liquid, low-risk debt securities. Capital markets, in contrast 
include longer-term and riskier securities. Securities in the capital market 
are much more diverse than those found within the money market. 
Capital market includes the stock market and the bond market. The 
capital market consists of the primary market, where new issues are 
distributed to investors, and the secondary market, where existing 
securities are traded. The primary market is that part of the capital market 
where companies, governments or public sector institutions can obtain 
funding through the sale of new stock or bond issue. The secondary 
market is the financial market for trading of securities that have already 
been issued in an initial private or public offering. In the secondary 
market, securities are sold by and transferred from one investor or 
speculator to another. It is therefore, important that the secondary market 
may be highly liquid and transparent. The primary role of the capital 
market is the allocation of ownership of the economy's capital stock. In 
other words, an ideal market is one in which prices provide accurate 
signals for resource allocation that is, a market in which firms can make 
production-investment decisions, and investors can choose among the 
securities that represent ownership of firms' activities under the 
assumption that the security prices at any time fully reflect all available 
information. A market in which prices always fully reflect available 
information is called efficient. 
Fig. 1.1 NSE Index vs. NSE Turnover 
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From Figure 1.1, it can be seen that when the market is rising, the 
turnover volume is also increasing. And, when the market is falling, the 
turnover volume is, generally, decreasing. This shows that falling markets 
have a negative effect on the investors and they liquidate their equity 
investments. While in case of a rising market, the investors tend to bring 
in more ftmds into the markets. 
Since the start of economic reforms in the early 1990s, India's economy 
has been growing at an impressive 6 percent per year, a rate that has 
accelerated to 8 percent during the last three years. The progressive 
liberalization of government policies, a rapidly expanding service sector, 
FDI growth, a surge in exports, rising global competitiveness and 
increasing domestic demand have all contributed to a strong economy. 
India's economic boom is set to continue, and the pace of economic 
growth shows no signs of slowing. With forecasts of economic growth 
rates of at least 6-7 percent per year, India is expected to become the 
world's third largest economy (measured in purchasing power parity) by 
2010. India's large population is now being viewed as one of its key 
strengths. A young and urbanizing population is unleashing significant 
demand for products and services, and is providing massive labor market 
opportunities. With a booming economy, real annual personal disposable 
incomes are set to increase by 8-10 percent per year over the period 2006-
10, providing a significant boost for the demand for lifestyle products and 
services. Median household incomes are expected to grow from 
US$2,000 in 2005 to US$3,200 by 2010. A large middle class has 
emerged, currently estimated at 120 million. 
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The Figure 1.2 compares the pattern of the financial savings made by the 
household sector against the pattern of the total savings made by the 
household sector in India. Financial savings in the household sector 
comprise savings in the form of currency, net deposits, shares and 
debentures, net claims on government, life insurance funds and PFs and 
pension funds. Savings in physical assets consist of net addition to 
physical assets of the household, comprising investment in construction, 
machinery and equipment and change in stocks. We can infer from the 
above graph that both the financial savings as well as household savings 
show an increasing pattern of growth in absolute terms. In 1990-91, the 
financial savings made by the household sector were about 45 percent of 
the total savings made by the household sector. In the next year, this 
figure improved considerably to reach to a level of 56 percent, rhis 
means only 44 percent of the total household sector savings comprised of 
physical savings. One reason for this may be the opening up of the Indian 
economy by the then Government of India and the subsequent 
liberalization of the financial markets. By 1996-97, the percentage of the 
financial savings rose to 61 percent of the total household savings. The 
physical savings fell to a level of 39 percent of the household savings. 
This shows households were investing more into the financial instruments 
rather than keeping surpluses in physical form. After 1996-97, the 
financial savings as a percentage total household savings fell consistently, 
to reach to a level of 44 percent in 2002-03. This shows that almost 56 
percent of the household savings were invested in physical assets in the 
year 2002-03. But in absolute terms, financial savings increased 1.5 times 
over 1996-97. 
1.2 Review of the Literature 
The Indian stock market has undergone a remarkable transformation 
during the last decade. From primitive practices and processes by 
international standards to one comparable with the best in the world, the 
transformation is amazing by any standards. 
Researchers have identified systematic variation in the stock prices and 
returns. There would exists seasonality in stock returns if the average 
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return were not same in all periods. The existence of the seasonal effects 
negates the weak form of Efficient Market hypothesis and implies market 
inefficiency. The significant anomalies include the small firm effect, 
monthly effect, day of the weak effect and the seasonal effect. In the U.S 
market, a number of studies have found the seasonal or the year-end 
effect in stock. Wachtel (1942) was the first to point out the seasonal 
effect in the U.S markets. 
Rozeff and Kinney, and Givoly and Ovadia found that stock returns in 
January were statistically higher than in other months. They ascribed this 
effect to the 'tax-loss-selling' hypothesis. 
Keim (1983) investigated the seasonal and size effect in the stock returns. 
He showed that small firm returns were significantly higher than large 
firm returns during the month of January. He attributed this effect to the 
'tax-loss-selling' hypothesis and 'information' hypothesis. 
Karmarkar and Chakraborty (2000) studied the day-of-the week effect in 
the Indian stock market and found that the Friday returns were higher 
than other days in the week. In this study, they extend the investigation of 
the monthly effect in stock returns for the Indian stock market using a 
more robust; parametric approach. 
Satya Swaroop Debasish and Bishnupriya Mishra (2003) examine the 
existence of Random Walk Hypothesis in the Indian stock market. The 
empirical results support the information efficiency and random walk 
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hypothesis more in the case of daily stock return and weekly stock returns 
as compared to the case of stock indices return on monthly basis. 
Sharma (2002) tested the efficiency of the stock market in the form of 
random walk model on the time series data of excess and real returns on 
the RBI's ordinary share prices for two sub-periods. In the first sub-
period, the stock market was narrow and inefficient. While in the second 
period, the stationary component is relatively weakened. 
Chowdhary, Shafique and Akhtar (2002) attempt to test the size effect on 
the speed of adjustment of stock prices to information for BSE-30, BSE-
100 and BSE-200 indices. The study was used to test the market 
efficiency. They found that the firm size should be negatively related with 
the length of the stock price adjustment to the information. Lagged 
adjustment processes are found for all the indices under study, indicating 
inefficiency in the market. 
The study of Levine (1997) found that stock market development 
explains future economic growth by the creation of liquidity. The liquid 
equity markets render investments less risky and more attractive by 
allowing savers to acquire and asset and sell it quickly and cheaply if they 
need access to their savings or alter their portfolios. Liquid markets 
improve the allocation of capital and enhance the prospects for long-term 
growth. The three measures of market liquidity which boost the economic 
growth are; Total value of shares traded on a country's stock exchanges 
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as a proportion of GDP; the value of traded shares as a percentage of total 
market capitalization; and the value traded ratio divided by stock price 
volatility. 
Singh characterizes the possible function of the stock market to help 
economic growth as growth of saving and efficient allocation of 
resources. Singh asserts there is little or no evidence of an increase in 
aggregate saving for India or other developing countries as a result of the 
growth of the stock markets or greater new-issue activity on these 
markets. 
The study by Schwert (1989) characterizes the changes in stock market 
volatility through time. It analyzes the relation of stock market volatility 
with real and macroeconomic volatility, economic activity, financial 
leverage and stock trading activity using monthly data of Standard and 
Poor's (S&P) Composite Portfolio from 1857 to 1987. Although, it 
analyzes many factors related to stock volatility, it does not test the 
causes of stock price volatility. Rather, the hypotheses involve 
associations between stock volatility and other variables. 
French and Roll (1986) analyze the volatility of equity returns during 
exchange trading and non-trading hours. The study finds that equity 
returns are more volatile during exchange trading hours then during non-
trading hours. 
Amihud and Mendelson's study (1987) examines the effects of the 
mechanism by which securities are traded on there price behavior. 
Amihud and Mendelson compare the behavior of open-to-open and close-
to-close returns of NYSE stocks, given the differences in execution 
methods applied in the opening and closing transactions. The effect of 
two prevalent trading mechanisms-thc periodic clearing house and 
continuous dealership market on the behavior of stock returns is 
examined. Their results show that the trading mechanism has a significant 
effect on a number of characteristics of stock returns. 
The study by Chaudhari (1991) investigates the behaviour of ex-post 
returns on industrial share price indices and the volatility of returns and 
inter-temporal stability. The analysis of short -run share price movement 
is based on the tine-series of weekend price indices published by the 
Reserve Bank of India (RBI). The study spans the period of 5 years 
(1986-90) and covers 13 industry groups. The results indicate that the 
period is characterized by sharp variations in the average realized returns-
aluminum industry realizing the highest rate of return and man-made 
fibers showing losses. The return differentials across the industries varied 
from year to year. 
Pandey (2004) examines the contribution of domestic saving in the 
growth of new issue market during 1980 to 2000. The overall net 
domestic saving came from public sectors, domestic private coiporate 
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sector and household sector where the volume-wise domestic saving from 
public show a declining trend. The sector-wise net domestic saving have 
improved in all sector excepting the public sector and household sector 
saving have contributed the maximum and its contribution varied from 12 
percent to the 23.4 percent of the net-gross national product at prices. 
Irving Fisher assumed that all capital was circulating capital. In other 
words, all capital is used up in the production process, thus a stock of 
capital does not exist. Rather, all capital is investment. Fisher imposed the 
condition that the investment in any time period yields output in the next 
period. 
According to Fisher, the marginal efficiency of investment (MEI) - r, i.e. 
marginal efficiency of investment is equated with the rate of interest. 
According to him, there exists a negative relationship between investment 
and interest rate. 
Keynes proposed an investment function of the sort I = 10 + I(r) where the 
relationship between investment and interest rate was of a rather naive 
form. Firms were presumed to "rank" various investment projects 
depending on their "internal rate of return" (or "marginal efficiency of 
investment") and thereafter, faced with a given rate of interest, chose 
those projects whose internal rate of return exceeded the rate of interest. 
With an infinite number of projects available, this amounted to arguing 
15 
that firms would invest until their marginal efficiency of investment was 
equal to the rate of interest, i.e. MEI = r. 
Hakan Yilmazkuday suggests that investors have access to two 
investment technologies, one with a return with that is only private 
observable (debt), and the other with a publicly observable return 
(equity). According to the paper, there is an ongoing debate between 
theory and empirics of the relation between the type of external financing 
and economic development. While the theory claims that the debt and 
equity markets are substitutes during the process of economic 
development, empirics suggest that they have different roles in that 
process, and thus, are complements. Thus, in order to understand the 
relationship between the financial system and economic development, 
there must be models in which both stock markets and banks rise and 
develop simultaneously. By this way, one can test those theories 
empirically, and conclude the debate about whether debt and equity 
markets are complements or substitutes in economic development. 
Donna Leong suggests that by changing the supply of government 
securities, the government can affect the prices of other securities. 
According to the theory, government debt can help the investors manage 
risk by providing a risk-free asset which increases the amount of 
insurance against bad events available to the investor. The author 
suggests that government debt can act as unique form of liquidity and can 
ease private sector borrowing constraints. To improve the welfare, tiie 
government should use debt to smooth the burden of taxes over time, i.e. 
run surpluses in good times and deficits in bad times. If the return on debt 
was contingent on realization of different economic shocks, this would 
reduce the need to change the taxes. According to the theory, debt would 
act as an insurance against shocks to budgetary variables. The outcome of 
the market -oriented economic policies adapted by the government since 
early 1990's is clearly visible in the Indian securities markets. So, a 
number of researchers have made equities as their area of interest. 
In an article, 'Six Predictions For The Future Of Investing' by N. 
Mahalaxmi (2003), according to the author if there should be a 
synchronized economic recovery , then in all likelihood commodity 
prices will increase sharply, primarily for individual commodities. 
For individual investors, the way to participate in the commodity bull 
market is to buy commodity futures and roll them over periodically. 
According to the author, rising commodity prices have always been 
favorable for emerging markets, while declining prices have always led to 
economic problems and poor performances. According to the author, the 
best environment for the housing market would be a weak economy and a 
poorly performing stock market that would keep the interest rates low or 
even lead to further declines. People can then, shift money out of poorly 
performing equities into property. 
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Rao K.V. (2003) defines value stocks as stocks selling for a price less 
than their book values and, growth stocks as stocks selling at prices above 
their book values. According to the author, the fundamental analyses of 
equity shares can be value based or non-value based. In value based 
analysis, analysts come out with a value estiniatc for the stock in 
question. If the estimate is a present value one, it is compared with the 
current market price. If the current market price is less than the estimated 
value, the stock is recommended for purchase. The author suggests nine 
parameters to decide on buying the stocks. These parameters are Positive 
net income, Positive cash flow, Earnings quality, Decreasing debt, 
Increasing working capital, Increase in asset turnover, Growing 
profitability, Competitive position and Issuing stock. 
Naidu G. Kumaraswamy and Prusti Prasad Kamakshya (2004) point out 
that the Indian debt market is among the largest suppliers of funds to the 
corporate sector and, the government in India. According to them, the 
fixed income securities, by their very nature are less volatile and prefer to 
maintain a low profile in the presence of their more flamboyant 
counterparts, the equity markets. According to the article, the initial 
response to the mutual funds by the public was slightly lukewarm, but 
with the investor's awareness, funds slowly started flowing in. the author 
suggests that at one point of time, investment by middle class used to 
revolve around the fixed deposits, gold and real estate. Now they are 
talking in terms of sophisticated financial products and that too for some 
savvy investors through the online trading platform. 
Kunduruthi Ramgopal (2004) suggests that from the investor's 
perspective, the era of assured returns should give way to variable, 
market-linked returns. Even in products such as bank deposits, one can 
expect an increasing interest in floating structures as the market volatility 
forces balance sheet managers to adopt better ALM practices. According 
to the author, in terms of policy management, the divorce between the 
monetary policy and debt management should happen sooner than later. 
Market forces should also, force a market determined pricing for all 
instruments. According to the author, real economic variables (such as 
economic growth, revenue deficit, trade deficit, credit/investment demand 
for money), monetary variables (such as money supply growth, balance 
of payments, external debt, capital flows, exchange value of rupee, 
inflation), monetary and fiscal policy, event risks, structural issues, short-
term factors such as liquidity and, above all market sentiment that factors 
in all these variables. All these have a bearing on how a price or market 
yield is assured at. 
Y. Chandra Shekhar (2004) suggests that to understand the true value of 
gold prices, one has to look beyond them. As assumed, mine supply and 
sector flow analysis are not the key determinants to price behavior. 
Instead, capital market flows rule the day. Central Bank selling combined 
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with an absence of investment demand, icept gold in the penalty box for 
most of the 1990's. The gold mining industry has proved to be highly 
successful at destroying capital. 
Krishnamurthy Suresh (2004) points out that a number of income funds 
have been more volatile than their benchmark- Crisil Composite Bond 
Fund Index. Funds with higher volatility are considered riskier. 
According to him, the returns generated by these funds however, were not 
enough to compensate for the higher risks, as represented by the higher 
volatility. Income funds generated lower returns per unit of risk than their 
benchmark. According to the article, for a retail investor, the appreciation 
in the value of investment is the most relevant number. The annual 
returns generated by these funds are less relevant, as what the investors 
earned need not necessarily be the same. Investors may have entered or 
exited the fund at various points of time. According to him, the higher 
risk profile of diversified income funds should not put off investors. 
These high-risk income funds complement a retail investor's portfolio 
that is likely to be loaded with exposure to low risk small savings funds. 
In addition, investors now do not have any superior alternative to 
diversified income funds. 
Nayanar Sunil (2003) suggests that debt funds can give returns superior 
to that of any other fixed-income instrument like bank deposits. 
According to the author, there arc various types of schemes across 
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various maturities capable of catering to every risk profile. And, most of 
them offer better returns than bank deposits. According to the author, 
debt funds are a superior investment option in the fixed-income side in 
terms of tax-benefits, higher liquidity and transparency levels. 
Aarati Krishnan (2003) suggests that for an investor in stocks, news that 
an institution has picked up a stake in the company often enhances the 
comfort level in holding the stock. But, the same may not hold good for 
investment in mutual funds. The presence of big-ticket investors in a 
mutual fund may actually add a dose of risk, on two counts. One, 
institutional investors usually churn their investments more frequently 
than retail investors. This could enhance transaction costs, and in certain 
circumstances, dent returns for the long-term investors in a fund. Two, 
pullouts by the institutional investors have a greater potential to 
destabilize flind management, bringing considerable unpredictability to 
fund management. According to the author, as the Indian fund industry 
has come to defend mainly on institutions and high net worth individuals 
for critical mass, retail investors may not be able to avoid such risks. Bui, 
investors can certainly use the signals from the statutory and voluntary 
disclosures made by funds, to stay away from funds when big-ticket 
investments pose a particularly potent threat. 
K. Madhava Kumar (2003) points out that the Indian Mutual Fund 
Industry, with more than 370 ftinds, offers a veritable choice for 
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investing. But the large number and variety of funds also, poses a 
challenge in the selection of the fund that meets one's investment needs. 
According to the author, the most important considerations while 
selecting a fund are its past performance over long-term or short-term, its 
costs, volatility, returns etc. Besides this, a few more considerations are 
important. Like, an investor should identify his financial needs, evaluate 
the fiind house, check fund's costs, specify an investment horizon, check 
the fund's policies and build a diversified portfolio. 
1.3 Objectives: 
1) To find out whether the market has an effect on the investment 
decisions of the investors. 
2) To identify the investment choices for the investors. 
1.4 Hypothesis: 
The study has been undertaken to test the effects of the market on the 
investment decisions of the investors. 
Ho: Market does not affect the investment decision of the investor 
Hi: Market does affect the investment decision of the investor 
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1.5 Methodology: 
The study undertaken is descriptive in nature, primarily based on tlie 
existing literature and general practices in the market. An attempt has 
been made to examine the factors influencing the decisions for the 
portfolio management. In other words, how the investors may react in 
different situations. To analyze the time profile and short-term variations 
in "Market Scenarios and Investment Strategies", the graphic method has 
been used. 
1.6 Limitations: 
1) The study is highly aggregative in nature. Each single asset class in 
itself offers a scope of study in detail. 
2) The data in some of the cases remained discrete as the same was not 
available from the sources within the reach, despite best efforts. 
3) No empirical exercise is done. 
Despite these limitations, best possible efforts have been made to ensure 
that these limitations do not affect the study in a significant manner. 
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Investment in Fixed 
Income and Real Estate 
Chapter 2 
INVESTMENT IN FIXED INCOME AND REAL EST A TE 
2.1 Fixed income investment 
Fixed income investments constitute the largest segment of individual 
savings world over. The reason for such a fascination is the security and 
certainty associated with the words 'fixed income'. The notion of a 
recurring income at a fixed rate for a definite period or the availability of 
a definite lump sum amount, representing principal plus interest at the 
end of a fixed term, is a matter of great comfort to any investor. Such 
phenomenon allows an investor to plan his/her future in a much better 
fashion, and hence, the tremendous attraction for these products. 
Although, universally it is accepted that any fixed return on investments 
is a poor hedge against inflation, in real life, it is unlikely the individual 
retail investors will move away from fixed income investments even in 
the event of inflation rate overtaking the rate of return on investments, for 
short periods of time. This is largely because such investments by 
majority of small investors are seen more as a hedge against contingent 
requirements than against inflation. 
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Table2.1 Classification of the Fixed Income Instruments 
Issues Instrument Maturity Major Investors 
Central Dated securities 2-30 years RBI, banks. 
Government Treasury bills 91/364 days insurance co., 
provident funds, 
PD's, individuals, 
MP's 
State Government Dated securities 5-10 years banks, insurance 
CO., provident 
funds 
PSU's(centre& Bonds 5-10 years banks, insurance 
state) CO., provident 
funds, individuals. 
MP's 
Corporate s Bonds and 1-12 years individuals. MP's. 
debentures Pi's, corporates 
Commercial paper 15 days to 1 year 
PD's Commercial paper 15 days to 1 year individuals. MP's, 
Pi's. corporates, 
banks 
Banks Bonds issued for Minimum 5 years Banks and 
Tier-2 capital corporates 
Certificates of 3 months to 1 year 
Deposit 
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Fig. 2 1 Funds Mobilized by Public and Private Sector in India 
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Figure 2.1 shows the patterns of the funds mobilized by the both private 
as well as public sector institutions in the bond markets of India. In the 
post reform period, government of India undertook a systematic exercise 
for the development of debt market as well as integration of the entire 
financial markets by making it deep, wide and transparent. One of the 
most important decisions during the post-reform period was the 
elimination of the automatic monetization of the deficit of the 
government. Also, the government borrowing was made market based 
through the introduction of auction system in primary issues. One more 
thing that happened in this period was the introduction of a variety of new 
instruments like Zero Coupon Bonds, Capital Indexed Bonds, Floating 
Rate Bonds, Call and Put Option Bonds etc. 
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So we can infer from the graph that most of the funds raised in the bond 
markets in India are by public sector financial institutions. From 1995-96 
till 2000-01, the share of the public sector out of the total funds raised by 
financial insfitutions in the Indian bond market was consistently more 
than 65 percent. This means that private financial institutions raised 
nearly 35 percent of total funds in this period. In 2001-02, the share of 
private sector FIs raised to nearly 44 percent of the total funds raised. 
Then, it start declining and reached to a level of 29 percent in the 2003-04 
i.e., public sector FIs raised about 71 percent of the total funds in the year 
2003-04. Then, in the next two years, the share of private sector FIs rose 
to a level of 43 percent of the total funds raised i.e., in the years 2004-05 
and 2005-06, the public sector FIs raised 57 percent of the total funds 
raised in the Indian bond market. 
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Fig 2.2 Public sector funds mobilized in Bonds markets in India 
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From figure 2.2, we infer that out of total public sector funds mobilized in bond 
markets in India, funds raised by financial institutions as well as non-financial 
institutions have shown a continuous increased over the last decade. But, the financial 
institutions have outpaced non-financial institutions in fund raising starting from the 
year 2002-03. And in the year 2005-06, the funds raised by financial institutions 
crossed the levels of Rs. 40,000 crores. 
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Fig 2.3 Private sector funds mobilized in Bonds marlcets in India 
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From figure 2.3, we infer that out of total private sector funds mobilize;d in bond 
markets in India, funds raised by financial institutions as well as non-financial 
institutions have shown a consistent increased over the last ten years. But, the 
financial institutions started to raise more funds as compared to non-financial 
institutions from the year 2002-03. And in the year 2005-06, funds raised by financial 
institutions crossed the levels of Rs. 25,000 crores. 
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2.1.1 Riskiness of fixed income securities 
Fixed income securities are exposed to mainly two types of risks: 
1. Default risk- this arises when the company defaults the interest or 
principal obligations. In case the company goes bankrupt and is 
unable to pay all its debts fully, a part of the money may be 
completely lost, and even the remaining part may be paid after a 
long delay, resulting in a loss of present value. Investors must 
always recognize that, even if no money is ultimately lost, the loss 
of present value can be very substantial if there is a long delay. 
2. Interest rate risk- bond prices are inversely related to the interest 
rates. If interest rates rise, bond prices fall, and lead to capital 
depreciation. So in this way, fixed income securities are exposed to 
interest rate risk. 
2.1.2 Financial products/options available in India 
Most of the fixed income investments are that of the government or 
quasi-govemment bodies. The market for private fixed income schemes is 
not very big in India. 
Following are the investment avenues for the fixed income investors: 
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1. Bank fixed deposits- The most attractive feature of this product for 
an individual is the availability of anytime liquidity against this 
investment. 
2. Post-office deposits- The 'Monthly Income Scheme' or 'MIS' has 
become extremely popular with individuals and households, 
particularly retired person, in view of the relatively high returns 
offered compared to bank FD's. The degree of safety in these 
investments is extremely high. 
3. Public provident fund- The Public provident fund (PPF) is among 
the most favourite investment avenues of higher middle class and 
upper class individuals as also high net worth individuals. The 
most attractive feature of the PPF is the high tax-free interest. 
4. National savings certificates- NSC's, as these are popularly 
known, have also been patronized to a great extent by the investing 
community in India. These are sold at post-offices. There is no 
upper limit on investment in NSC's. 
5. Infrastructure bonds- These bonds are being issued mainly by 
ICICI bank and IDBI. These bonds carry a rating from credit rating 
agencies, indicating the credit risk involved in such investments. 
The major attraction of these bonds is the benefit under Sec. 88 
available up to an overall of Rs 100000. 
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6. Varishtha pension bima yojna- This is a government subsidized 
scheme offered through the LIC, for Indian citizens aged 55 years 
and above. 
7. Government securities- These are sovereign securities issued by 
the government through the RBI. Undoubtedly, investment in these 
securities constitutes one of the safest options available to any 
investor. 
2.1.3 Fixed Income Investment Choices 
In comparison to equities, bond at first sight appears less glamorous and 
exciting. But, bonds too have their subtle tics and pitfalls for the 
investors. In general, there is less uncertainty about the cash flows 
accruing to the bondholders as compared to the shareholders, fhe 
emphasis is, therefore, more on fined tuned calculations and analysis. 
Such carefiil computations may not be worthwhile in equities because 
there is greater uncertainty about the numbers that one is working with. 
Typically, bond prices fluctuate less than equity prices, and the investor 
who desires superior performance has to be on the lookout for even small 
differentials in prices and returns. 
While constructing a portfolio, it is quite important to consider the risk 
return profile of investor. The portfolio of an investor, who is willing to 
take high risks to earn high returns, might consist of common stock. On 
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the other side, the portfolio of an investor whose only objective is to 
minimize the risk might consist wholly of securities issued by the 
government and other bodies whose default risk almost nil. It has been 
observed that the correlation of risk although positive, is very low 
between common stock and coiporate bonds. This fact should be taken 
into consideration while constructing a portfolio, as bonds which 
normally not only possess lower risk than common stock but also, tend to 
reduce the portfolio's risk more than proportionately than the reduction in 
the overall returns. The interest paid on bonds is a tax-deductible 
expenditure. Consequently, an issuer will be able to offer better interest 
rates on bonds, an advantage to the investor. Unlike the shareholder who 
faces uncertainty regarding the rate as well as returns on his investment, a 
bondholder receives interest payments regularly; irrespective of the 
profits of the finn since the payment of interest is an obligation on the 
part of the issuer unlike the dividend, which is discretionary and 
dependent on the profits of the firm. Thus a bondholder can lock-in 
income as compared to a shareholder. Also, in case of the firm being 
liquidated, the debt holder will have a preferential right over a 
stockholder to recover his investment. 
2.2 Real Estate Investment 
Recent years have witnessed a growing role of property investment in tlie 
portfolio of big investors. Real estate is well recognized as a good 
alternative to traditional investment instruments. 
There are three fundamental characteristics of the real estate: 
1. Immobile 
2. Indestructible (in case of land) 
3. Non-fungible 
Definitely, real estate property cannot be displaced, and hence, is usually 
considered as indestructible. Land is always considered as non-fungible. 
This indicates that every piece of land has its unique characteristics. Land 
is always considered as a long term investment even though an investor 
can use it for a short term investment horizon. For example, a timberland 
buyer often seeks to sell off the timber and its remaining over a short 
period of time. These days a majority of the institutional investors are 
using real estate investment in their portfolio to safeguard their following 
returns and make it more robust, so that it can withstand the bad phases 
and produce a regular cash flow with long term capital appreciation. 
If we compare the real estate investment with normal investment 
instruments, we find several differences and, the important ones arc as 
follows: 
• Property investments are generally indivisible and unique. 
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• There is no organized national and international market available 
for the properties. Therefore, the actual market value of a real 
asset is difficult to estimate. 
• Transactions and consultation costs are exceptionally high in the 
market. 
• Information is not freely available and, there is absolutely no 
protection to the public from insider trading. 
• The value of a real estate property depends on the perception of 
the buyers and sellers about the locality, and as such, it may fetch 
different prices for the same investment in different places. 
Real estate is normally classified into the following types: 
1. Developed property. 
2. Undeveloped property. 
Developed property can be defined as a combination of land with some 
structure on it, while raw land without any development is referred to as 
undeveloped property. Investors are generally interested in developed 
land because of its income producing characteristics and some kind of tax 
advantage that comes from the continuous appreciation of buildings. Big 
apartments, shopping malls and office buildings are good examples of 
developed property. The investment in undeveloped property can be 
understood by scrutinizing the various motives of different kinds of 
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investors. These include absolute speculation, timber production, crop 
production, or livestock production, and sometimes preparation of small 
plots for resale to a prospective buyer. The basic motive behind investing 
in underdeveloped property stems from the expectations that in near 
future, its value may increase dramatically. 
Table 2.2 Classification of the real estate 
Residential Commercial Industrial Farm Special 
purpose 
Owner Office Light Timberland Cemeteries 
occupied buildings manufacturing 
Rental Store properties 
Lofts 
Heavy 
manufacturing 
Pastureland Churches 
Theatres 
Garages 
Hotels and 
motels 
Mining Ranches 
Orchards 
Farmland 
Govt, 
properties 
Golf courses 
Parks 
Public 
buildings and 
streets 
Source: portfolio construction, management and protection by Robert. A. Strong 
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2.2.1 Analysis of important features 
It is important to understand the basic features of the real estate 
investment avenues because knowledge of these features helps in 
understanding the movements of the real estate prices: 
• Physical property - Any investor who is buying real estate should 
think about the quality and quantity of the real estate property. 
• Property rights- Buying of a real estate property is almost 
equivalent to buying a bunch of legal rights against a particular 
tangible object. Achieving real legal rights is an important part of 
the real estate investment. 
• Time horizon- The real estate prices are generally found to be quite 
fluctuating. It is very difficult to predict the movement of these 
investments. Sometimes, the market pushes the price up and 
sometimes, it pulls it down. In some cases, the fall in prices is so 
fast that the investors do not get any time to liquidate their 
holdings. The short term investor can always make some profit in 
these situations. At times, investors may not know the actual prices 
in the market, if the number of buyers/sellers in the region is very 
less, amounting to non-existence of a market in the area for the 
time being. 
• Geographic areas- The nature of the real estate investment is 
directly related to its presence in a particular demographic area and 
its surroundings. The investors are free to choose a specific area 
where they want to build up their investment base. 
The value of real estate investment is generally determined by the 
demand and supply of the real estates. The demand for real estate 
indicates the people's willingness to purchase or rent out a given 
property. Generally, property value is attached with employment rate and 
well-being of the people. For example, to know the demand for the real 
estate, we need to know if educational organizations are getting more 
enrolments. Are big industries and financial institutions increasing their 
sales? An increasing trend in all of these indicators can increase the 
demand for the real estate property. If any particular area is witnessing an 
establishment of big industry or township, the demand for the real estate 
property will rise. 
Typically, population characteristics also affect the real estate demand. 
To understand these characteristics, the demographic and psychographic 
needs should be determined. Demographic needs pertain to quantifiable 
characteristics of a property like household size, age structure, 
occupation, gender and marital status, while psychographic needs are 
related to the particular mental structure of an individual such as 
behaviour, character and lifestyle. Comparison of demographic and 
psychographic needs will give an insight into the demands and needs of 
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the specific people. For example, if the population of a particular region 
is interested in physical fitness, the presence of a nearby health centre 
may be a great success. Again, the value of a particular area depends on 
how posh the locality is or how posh it is perceived to be by the investor. 
Availability of mortgage money is also a factor in deciding the demand of 
real estate. The rate of interest on the mortgage loan is also a deciding 
factor, for example, if the interest rates are high on these kinds of loans, 
the demand for the property will be less, and, if the interest rates are 
lower, it will boost the demand for these properties. 
2.2.2 Property Investment Decisions 
The investment market for the property should always be seen as a 
supporting tool for the general investing market. The application of funds 
to property investment should be viewed as a competition for other 
market. It is vital to recognize the importance of the property investment 
in any economy. This importance can be found out in three ways namely, 
as a factor of production, as a corporate asset, and as an investment 
vehicle. Property investment provides the space for production and 
economic activity. In this manner, it will be regarded as a factor of 
production. In the form of corporate assets, property takes a large chunk 
of asset value in a company's balance sheet and huge amount if corporate 
debts are secured against these investment values. As an investment 
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vehicle, property investment forms a huge part of non traditional 
investment held by most of the firms. 
All property related investment decisions are generally affected by 
several factors like potential environmental risks, types of investors, and 
their liabilities. Environment risks indicate the market need for accurate 
and timely environmental information-information required for informed 
decision making-managing risk and opportunity. Data such as landfills, 
pollution incidents, water abstraction points, sites of specific scientific 
interest, water and land licenses and many more are important in deciding 
the investment decisions. The prominent investors in the real estate 
market are: financial institutions, property companies, and some overseas 
investors. The institutional investors are mainly pension funds and 
insurance companies. Other investors are big public, private and foreign 
banks, building societies, merchant banks and finance houses. The main 
equity investors in the market are the institutions, property companies and 
private investors. 
2.2.3 Microeconomic Influences on Property Returns 
In contrast to the current practices and tools used for managing stock and 
bond portfolio, real estate portfolio management is still very primitive. 
There are some good reasons for explaining this kind of nature. For 
example, real estate is an asset class that is not traded in public markets. 
In fact, real estate is still a kind of private business and not always traded 
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in the organized market. Institutional investors such as pension funds and 
insurance funds are still not comfortable to invest in real estate equity. 
The basic problem with the real estate investment is that it is not well 
understood by many investors. Another problem is that it is still very 
underdeveloped and a majority of transactions are very infrequent and 
small. Unlike stocks and bonds, research professionals do not closely 
scrutinize the real estate investment. Real estate investment is 
heterogeneous, illiquid, infrequently traded and generally dominated by 
small properties; therefore, the extensive research coverage of the real 
estate is not an easy task. Further, the real estate data required for the 
research is not readily available. All these problems faced, affect the 
investment decision and real estate property. 
2.2.4 Macroeconomic influences on property returns 
Unlike the microeconomic influences in the economic returns, the macro 
factors have greater impact on the return of property investments. Several 
factors such as unanticipated inflation, investor confidence or risk 
premium and the strength of the economy affect the property returns. The 
unique risk-return trade-off of real estate investment gives an opportunity 
to investors to reduce portfolio diversification. But, the real problem 
faced by an investor while investment in the real estate instrument is that 
little information is available about the correlation of the various 
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macroeconomic factors affecting the real estate return. Generally, these 
factors affect all assets in a similar way. In other words, these factors can 
be called as systematic risk factors. Moreover, the problem with the 
systematic factors is their unpredictable nature of the extent of real estate 
returns. So, we can consider a model adopted by Frank Russell 
Investment Company that helps to compute annualized total returns on 
real estate funds. 
2.2.5 The Model 
The main thing in this model is to select the appropriate factors and then 
test their statistical significance. This multivariate model is primarily 
intended to asses the variability of the real estate returns with respect to 
the fluctuation in the macroeconomic factors. The degree of impact of 
these factors on the real estate returns can be utilized to calculate the risk 
and return of the real estate investment relative to the risk inbuilt in the 
various economic factors. 
The model that was used for various asset classes applies the least squares 
approach and can be described as follows: 
R = S + TpP, t + TbPb, + TePc, + T.Pdt + TePet + C, 
42 
Here, S denotes the distinct component of total return, 
the several T's denote the regression coefficients, and 
the term et indicates an error term and represents the unsystematic 
factors. 
The systematic factors represented as various P's can be described as 
follows: 
Pa denotes unanticipated inflation, 
Pb denotes investor confidence, 
Pc denotes long term expected inflation, the difference between 
government long maturity bond returns and Treasury bill rates, 
Pd denotes monthly industrial production, 
Pc denotes per capita consumption growth. 
One of the biggest advantages of using this approach is its capacity to 
evaluate the impact on return of each risk factor while keeping other 
factors constant. 
Although this advantage appears to be quite attractive, we may f^ ce a 
situation when we would be amazed to know that not even a weak 
relationship exists between production or consumption and inflation. 
2.2.6 Other Investment Options 
Of late, the Real Estate Mutual Funds (REMF), which have caught the 
fancy of retail investors, became the buzzword of the financial markets 
with the approval of guidelines for REMFs. The average Indian investor 
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will be poised to take advantage of the booming real estate industry. 
Though these funds have been much awaited since long, SEBI has finally 
timed them right. Many of the mutual funds players have been gearing up 
to ride on the investor's interest in these flinds. Analysts at Merrill Lynch 
expect an annual growth rate of 30 percent for the real estate industry and 
estimate that it might grow to $90 bn over the next 10 years. (Source, the 
Analyst, August 2006) 
Though the industry has been witnessing robust growth for the past 
couple of years, it has become increasingly expensive for an average 
Indian to purchase a property, with the property prices skyrocketing. 
Therefore, considering real estate as an investment option has become the 
privilege of the wealthy. Institutional investors and high net worth 
investors also have the option to invest in real estate properties through 
venture capital hands. Though retail investors are not eligible to invest in 
such funds, with the advent of REMF's, now they are also poised to share 
a piece of real estate bonanza. 
2.2.7 Global and Indian Scenario 
Real estate industry in developed countries has been mature while it has 
been a growing market with huge potential in developing countries like 
India. Globally, these funds are very popular especially in developed 
economies such as U.S, Australia and Japan. They have given excellent 
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risk-adjusted returns. As per NAREIT, the five year CAGR on such funds 
is 12.1 percent. In Japan, this is 15.5 percent. This compares well with 
equity mutual funds. For real estate, the risk is lower than equity. 
Table 2.3 Returns for 10 years, ending May 31, 2006 
Dow Jones U.S Real Estate Index Fund 13.45 percent 
p.a 
Dow Jones U.S Total Market Index Fund (Equities) 8.32 percent p.a 
S&P 1500 Index Fund 8.76 percent p.a 
Sources: www.domain-b.com; www.is iares.com 
*NARIET- An index fund with dividends reinvested, representative of 
thx-qualified REIT's (Real estate investment trusts) listed on NYSE, 
AMEX, and NASDAQ national market system. 
Real estate industry in India has seen sustained growth in recent years 
backed by the booming economy, liberalized FDI regime, favourable 
demographics and soaring fortunes of high-tech sectors. The real estate 
prices in leading Indian cities like Mumbai, Delhi and Bangalore have 
surged by almost 100 percent in certain select areas over the past year. 
After the government allowed 100 percent FDI in the construction sector 
from Feb. 2006, many of the major international developers made a 
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beeline to India. Subsequently, around $500 mn worth FDI has entered 
India. (Source, the Analyst, Aug. 2006). 
The main reason for an investor to make investments in the real estate 
sector in India is that real estate is emerging as one of India's fastest 
growing sectors, and all sectors are expected to expand rapidly (Source: 
JONES LANG LASALLE): 
Commercial Offices: Strong growth in the demand for commercial office 
space will continue to be fuelled by the rapid expansion of the If and 
ITES sectors, which are growing at more than 30 percent a year. 
Retail: India has huge potential for retail expansion, with rapid growth 
underpinned by favorable demographics, increasing urbanization, rising 
disposable incomes, low interest rates, brand competition and youth 
culture. The sector is also undergoing structural change, with leading 
domestic retailers going through rapid growth and consolidation. 
Residential: A residential boom is being fuelled by rapid salary growth of 
young urban professionals and easier access to finance. The average age 
of homeowners has fallen from 45 years to 32 years in only a decade. 
India has a serious shortage of housing, with analysts assessing a shortfall 
in urban areas of over 20 million housing units. The government is 
targeting 700,000 units to be built in urban areas each year. 
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Hotels: Increased business travel (due to the economic boom), higher 
international and domestic tourism and the emergence of low cost airlines 
have fuelled strong demand for hotel accommodation. 
Logistics: A relatively dormant sector currently, logistics has good long 
term 
potential as manufacturing expands, exports grow and leading retailers 
enhance their logistics processes. 
Though, there has been growing interest among the small investors to 
participate in the rally, higher real estate costs have hindered them from 
exploring the full potential of the markets. REMF's would serve as a best 
option for retail investors to indirectly invest in the realty markets. 
REMF's like any other mutual fund, will pool the resources from small 
investors and are mandated to invest in real estate property either directly 
or indirectly, which shall be governed by the guidelines of SEBI (Mutual 
Fund) regulations. 
According to SEBI guidelines, first category of REMF's can invest in real 
estate properties directly by identifying different potential areas to 
diversify risk. Through this strategy of REMF's, retail investors will be 
able to have a stake in all those properties by just investing small 
amounts. Another advantage for retail investors is that they do not have to 
bear the risk of title issues. All these issues will be taken care of by the 
mutual funds. Second category of REMF's can invest in Mortgage-
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backed securities whicli are instruments that facilitate housing finance 
companies, raise funds from the markets at competitive rates. REMF's 
can invest in such funds and can get regular fixed income. These 
instruments do not carry much risk and, are safer compared to other 
instruments. Third category of mutual funds can invest in equity shares or 
bonds or debentures of listed/unlisted companies based on their risk 
profile. These funds are allowed to invest in domestic leading companies 
like DLF, Universal, Unitech, Rahejas, and Hiranandani, Vipul, Eros, 
Zee, Parsvanath, Balaji etc. Through REMF's, investors can be exposed 
to the virtues of the real estate markets, without having to invest in 
physical property. Diversification always holds key to reduce the risks 
involved in the markets. These schemes also aid in effectively 
diversifying their portfolio by investing in a different asset class. As real 
estate markets have weaker correlation with either equity or bond 
markets, diversifying into this asset class will help investors in better 
hedging their portfolio. Last but not the least, these schemes give the 
opportunity to participate in economic growth as realty prices generally 
tend to correlate with economic cycle. 
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Investment in Equities 
and Mutual Funds 
Chapter 3 
INVESTMENT IN EQUITIES AND MUTUAL FUNDS 
3.1 Investment in Equities 
Equity markets, the world over, grew at a great speed in thie decade of 
nineties. After the bear market of the eighties, the world markets saw one 
of the largest bull markets of more than ten years. This growth was due to 
the rise in the growth rates of the world economy. The market 
capitalization of all the listed companies in the world markets increased 
from US$ 9.4 trillion in 1990 to US$ 32.2 trillion in 2000; the market 
capitalization thus, increased to more than 3.4 times in 10 years. The 
increase of the market capitalization in the developing countries was even 
more marked, with an increase to 4.3 times the market capitalization in 
1990. The world market capitalization as a percentage of world GDP, 
also increased from 48 percent in 1990 to 105.1 percent in 2000. Thus, 
the growth of equity markets has far outpaced the GDP growth of the 
world. 
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Fig 3 1 GDP (Market Prices), NDS and NSE MCAP 
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So, we can infer from figure 3.1 that GDP has been growing, 
considerably from 1994-95 to 2003-04. There has been consistent 
absolute increase in net domestic savings in the country from 1994-95 to 
2003-04, except 1995-96, where there was a marginal decrease in the Net 
Domestic Savings (NDS). Similarly, National Stock Exchange (NSE) 
market capitalization (m-cap) showed considerable increase in the 
absolute terms from 1994-95 to 2003-04, except two years i.e., 1995-96 
and 2000-01, where there was a considerable decrease in the m-cap. 
When we study the patterns of NDS as compared to GDP, we can see that 
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NDS as a percentage of GDP has declined from 1994-95 to 1997-98. In 
1994-95, it was 17.85% of GDP. In 1995-96, NDS fell down to 15.22% 
of GDP. Again, in 1996-97, NDS fell down to 14.63% of GDP. And in 
1997-98, it declined to 13.57% of GDP. In 1998-99, NDS as a percentage 
of GDP rose to around 16.45% and thereafter, fell and remained at around 
15.07%) for the next two years. Then in 2001-02, NDS as a percentage of 
GDP rose to around 18.02%. And, in 2001-02, it rose to 21.22% of GDP. 
Again in 2003-04, there was an increase in NDS which became 22.2% of 
GDP. 
When we compare NSE m-cap to GDP, m-cap was more than 4 times of 
GDP in all the years except 3 years i.e., 1997-98, 2000-01 and 2001-02. 
But it has been considerably hovering around 4 times of GDP. When we 
compare NDS to NSE m-cap, m-cap is around more than 20 times the 
NDS for a particular year. When we compare NDS to NSE m-cap for 
each year, the ratio of m-cap to GDP, for the year 1995-96, is -10118 
times i.e., the NDS declined by Rs. 63 crore, while the m-cap increased 
by about Rs. 637,462 crore. In 1996-97, the change in NDS was Rs. 
19,423 crore, while the m-cap increased by Rs. 892,518 crore. In 1997-
98, while the change in NDS was about Rs. 6,412 crore, there was a net 
decrease in m-cap by about Rs. 726,683 crore. In 1998-99, the NDS 
increased by about Rs. 79,729 crore, while the m-cap rose by about Rs. 
3,422,698 crore. In 1999-00, while the NDS increased by about Rs. 5,832 
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crore, the m-cap increased by about Rs. 528,757 crore. In 2000-01, the 
NDS saw an increase of Rs. 22,441 crore, while the NSE m-cap declined 
by about Rs. 2,280,700 crore. In 2001-02, net domestic savings rose by 
about Rs. 94,751 crore, while the m-cap increased by about Rs. 431,680 
crore. In 2002-03, the rise in NDS was Rs. 113,437 crore while, a 
remarkable rise of Rs. 3,263,437 crore was seen in the m-cap. Then, in 
2003-04, NDS rose by about Rs. 89,875 crore, while again, a remarkable 
increase of Rs. 4,913,753 crore was seen in NSE m-cap. 
3.1.1 Global and Indian Scenario 
Even in India, in quantitative terms, the growth of the Indian capital 
markets since the advent of reforms has been very impressive. This has 
been due to rising economic conditions, rising exports, rising investments 
and the ever increasing interest of the retail investors in the equity 
instruments. The market capitalization of the Bombay Stock Exchange 
(which represents about 90% of the total market capitalization of the 
country) has quadrupled from Rs 1.1 trillion at the end of 1990-91 to Rs 
4.3 trillion at the end of 1996-97. As a percentage of GDP, market 
capitalization has been more erratic, but on the whole this ratio has also 
been rising. Total trading volume at the Bombay Stock Exchange and the 
National Stock Exchange (which together account for well over half of 
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the total stock market trading in the country) has risen more than ten-fold 
from Rs 0.4 trillion in 1990-91 to Rs 4.1 trillion in 1996-97. 
Indicators of stock market development in one of the oldest and leading 
stock exchanges of India, namely, Bombay Stock Exchange, are 
presented in the following table: 
Table 3.1 Indicators of stock market development 
Financial Year 
(for the month 
of December) 
MCAP/GDP 
(yearly) 
Turnover/GDP 
(yearly) 
Turnover (cr.) NO. of listed 
companies 
1999 5.06 .49 78447.56 7118 
2000 3.99 .57 99198.69 9451 
2001 2.86 2.86 532328 13774 
2002 3.14 .15 30581.59 7279 
2003 5.70 .25 54815.54 7368 
2004 6.71 .2 50225.66 6942 
2005 8.74 .27 77329.5 7236 
7500 2006 11.32 .27 85502.48 
Source: www.imf com; www.bseindia.com 
Table 3.1 reveals that for the financial years 1999 to 2001, the market-cap 
to GDP ratio was quite high, but declining. One reason for the high 
market-cap to GDP ratio could be the technology boom. The turnover to 
GPD ratio was also, quite high which rose to a very high ratio of 2.86 in 
2001. The turnover volume was also high, which shows that the liquidity 
in the market was also good. The number of listed companies also, 
increased from 7118 in 1999, to 9451 in 2000 to ultimately 13774 in 
2001. Then the technology bubble had burst. Then, in 2002, the market-
cap to GDP ratio was relatively stable, turnover decreased drastically, so 
did the turnover in volume. So, the liquidity was badly affected. The 
number of companies that were listed also, nearly halved. It declined 
from 13774 to 7279. One reason of the stock market crash in 2001 could 
be attributed to the bombings of the World Trade Center in New York, 
U.S., which affected the economies worldwide. In the subsequent years, 
the market-cap to GDP ratio increased progressively from 3.14 in 2002 to 
11.32 in 2006. One reason of this performance could be increased 
economic growth and better corporate performance of the Indian 
companies. Also, there was a prevalence of low interest rate regime. So, 
the investors were turning towards stock markets to get better market 
returns, as bonds, government securities and other debt instruments could 
not provide better real returns as compared to equity markets in India. 
However, liquidity in terms of GDP remained relatively stable, but in 
terms of volume, increased progressively. The number of companies 
listed also, remained more or less stable. 
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Fig 3.2 NSE Mcap as a percentage of GDP 
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Figure 3.2 shows the comparison of the market capitalization of National 
Stock Exchange (NSE) as a percentage of Gross Domestic Product (GDP) 
in hidia. From the graph it can be inferred that the NSE Mcap as a 
percentage of GDP was at a staggering figure of more than 400 percent in 
1994-95. This figure stood at 500 percent in the year 1998-99, which later 
rose to more than 500 percent in 2003-04. 
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A comparative analysis of the development in the stock markets of some 
selected Asian economies for the period 1985 to 1996 is presented below 
in Table- 3.2 
Table 3.2 Stock Market Development in Asia: 1985-96 
Country 
Mcap as 
% of GDP 
All-India 
Mcap as 
% of GDP 
All-India 
Turnover 
Ratio (%) 
Turnover 
Ratio (%) 
Foreign share 
in Indian Stock 
Market 
Turnover (%) 
Financial 
Year 1985 1996 1985 1996 1995 
India 9.9 66.2 34.5 21.7 25 
Indonesia 0.1 41.2 2.6 35.3 75 
S.Korea 7.8 28.9 56.4 127.7 81 
Malaysia 52 323.6 14.4 56.5 50 
Philippines 2.2 97.5 16.6 31.6 50 
Thailand 4.8 53.1 30.6 44.4 26 
All 
Emerging 
Economies 
7.2 40.5 38,8 51.4 
Source: IMF, 1997. 
From table 3.2, it can be inferred that the Indian stock market was 
comparatively less active in terms of turnover ratio and foreign share in 
the turnover during 1985-96, as compared to the other economies of Asia. 
The stock market boom of the early 1990's was the result of the 
correction of an inherent anomaly in the system. Till such time, as the 
Controller of Capital Issues regulated affairs, equity was under priced. 
Debt was not even considered part of the capital market. 
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When entrepreneurs realized they could get a much higher, not 
necessarily fair price of the equity, they flooded the primary market with 
new issues. What followed was a boom hitherto not seen in the country. 
When in 1992, the Bombay stock exchange sensitive index crossed the 
4000- mark in 1992; it had more than doubled in less than a year. 
3.1.2 Investment Choices 
The recent 'fundamentals defying' Bull Run in the market and then the 
sharp correction in the stock market has once again brought to the 
forefront an inherent weakness existent in our markets. This is the fact 
that foreign institutional investors, indisputably and almost entirely, 
dominate the Indian stock market sentiments and consequently the market 
movements. Considering the Indian stock market behaviour recently, it 
would not be entirely inappropriate to state that the more than 500-points 
correction witnessed on 28"^  Feb. was almost as bad (if not worse) as the 
single-day near 800-points crash seen on May 17, 2004. This is because, 
in either scenario, it is primarily the retail/small investor community, 
which gets affected the worst as they are generally among the late 
entrants to a bull run(i.e. near the peak) and amongst the last to exit in a 
correction. However, some amount of stock market prudence and a 
disciplined approach could go a long way in protecting one's capital. 
Listed below are a few points. 
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Manage greed/fear: this is an important point, whicli every 
investor must keep in mind owing to its great influencing ability in 
equity investment decisions. This point simply means that in a bull 
run; control the greed factor, which could entice the investor to 
compromise with his investment principles. By this, it means that 
while an investor can get lured into investing in penny and small 
cap stocks owing to their eye-popping returns, it must be noted 
these stocks have the potential to wipe out almost the entire 
invested capital. Another way greed affects investor behaviour is 
when they buy/hold stocks above the price justified by its 
fundamentals. Similarly, in a vice-versa scenario (bear market), 
investors must control their fear when stock markets turn 
unfavorable and stock prices collapse. Panic selling would serve no 
purpose and if the company has strong fundamentals, the stock is 
more than likely to bounce back. 
Trading/timing the market: This is one factor, which many 
experts/investors claim to have understood but are more often 
wrong than right. It is rather impossible to time the market on a 
day-to-day basis and by adopting such an approach, an investor 
would most probably be at the loser's end at the end of the day. In 
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fact, investors should take advantage of the huge volatility that is 
witnessed time and again. Price fluctuations provide an investor an 
opportunity to buy wisely when prices fall sharply and to sell 
wisely when they advance a great deal. 
Actions based on rumors/sentiments: Rumors are a part and parcel 
of stock markets, which do influence investor sentiments to some 
extent. However, investing on the basis of this could prove to be 
detrimental to an investor's portfolio, as these largely originate 
from sources with vested interests, which more often than not, turn 
out to be false. This then leads to carnage in the related stock(s) 
leaving retail investors in the lurch. However, from another point 
of view, when sentiments turn sour but fundamentals remain intact, 
investors could take the opportunity to build a fundamentally 
strong portfolio. 
Emotional attachment/averaging: It is very much possible that the 
company one has invested in fails to perform as per his 
expectations. This consequently gets reflected on the stock price. 
However, in such a scenario, it would not be wise to continue to 
hold onto the stock/buy more at lower levels on the back of 
expectations that the company's performance may improve for the 
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better and the stock would provide an opportunity to exit at higher 
levels. Here, it is advisable to switch to some other stock, which 
has promising prospects. 
Over-leveraging: This behaviour is typical in times of a bull run 
when investors invest more than what they can manage with the 
hope of making smart returns on the borrowed money. Though this 
move may sound intelligent, h is smart only till the time markets 
display a unidirectional move (i.e. northwards). However, things 
take a scary turn when the markets reverse direction or move 
sideways for a long time. This is because this leads to additional 
margin calls from the lender, which might force the investor to 
book losses in order to meet the margin requirements. In a graver 
situation, a stock market fall could severely distort the asset 
allocation scenario of the investor putting his other finances at risk. 
Margin of safety: For ordinary stocks, the margin of safety lies in 
the expected 'earning power' considerably above the interest rates 
on debt instruments. However, having a stock with a high margin 
of safety is no guarantee that the investor would not face losses in 
the future. Businesses are subject to various internal and external 
risks, which may affect the earnings growth prospects of a 
60 
company over the long term. But if a portfolio of stocks is selected 
with adequate margin of safety, the chances of losses over the long 
term are minimized. While losing some money is an inevitable 
part of investing, to be an 'intelligent investor', one must take 
responsibility for ensuring that one never loses most or all of his 
money. 
• Research: These upswings in the stock markets attract many retail 
investors into investing into equities. However, picking 
fundamentally strong stocks is not an easy task. In fact, it is even 
more difficult to identify a stock in a bullish market, when much 
of the positives are already factored into the stock price, making 
them an expensive buy. It is very important to understand here thai 
owning a stock is in effect, owning a part of the company. Hence, 
a detailed and thorough research of the financial and business 
prospects of the company is a must. Given the fact that on most 
occasions, research is influenced by vested interests, the need of 
the hour is unbiased interest. Information is power and investors 
need to understand that unless impartially represented (in the form 
of research), it could be misleading and detrimental in the long 
run. 
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Invest for the long term: Short-term stock price movements are 
affected by various factors including rumors, sentiments, market 
perception, liquidity, etc, however, in the long-term, stock price 
tends to align themselves with its fundamentals. According to 
market experts, in the short term, the market is a 'voting machine' 
(whereon countless individuals register choices that are product 
partly of reason and partly of emotion), however in the long-term, 
the market is a 'weighing machine' (on which the value of each 
issue (business) is recorded by an exact and impersonal 
mechanism). 
Of course, it must be noted that above list is not exhaustive and there may 
be any more points that an investor needs to follow in order to be a 
successful investor. While making wealth in the stock markets was never 
an effortless exercise, it becomes all the more difficult when stock 
markets/stock prices are at newer highs. 
3.2 Investing in Mutual Funds 
A mutual fund is defined as a trust that pools the savings of a number of 
investors who share a common financial goal. In other words, a mutual 
fund is a puddle of money, collected from investors and is invested 
according to certain investment objectives. The income earned through 
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these investments and the capital appreciation realized by the scheme are 
shared by its unit holders in proportion to the number of units owned by 
them. 
3.2.1 Mutual Funds in India 
The mutual fund industry in India has come a long way since the 
formation of Unit Trust of India, way back in 1963. During these past 44 
years, the industry has seen many significant structural changes. It has 
gone through testing times as its largest player; UTI had to be bailed out 
by the government twice. It has also seen bifurcation of UTI, entry if 
private sector players which helped expand the market further, periods of 
outstanding performances aided by strong bull runs in the late 1990's, 
which saw stock prices shooting through the roof, as well as the current 
bullish fervour, which has helped equity-oriented funds deliver 
substantial returns. Debt funds too have benefited by the soft bias in the 
interest rates. The volatility in the bond prices has helped debt-oriented 
funds, deliver handsome returns. However, this is not to take credit away 
from the fund manager's investment management skills, which played a 
major role in the fund's performance. 
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Fig. 3 3 Net Resources mobilized by mutual funds in India 
^ 
60000.0 
50000.0 
40000.0 
J3 
5 30000.0 
M 
« if 
2 20000.0 
10000.0 
0.0 
-10000.0 
Year 
-Assets (cr.) 
So, we can infer from figure 3.3 that the pattern of net resources 
mobilized by Mutual Funds in hidia, over the years, has been quite 
fluctuating. The net resources mobilized by MF*s in 1985-86 were Rs. 
891.8 crore. Then in 1986-87, this figure increased to Rs. 1261.1 crore. 
Then in 1987-88, the net resources mobilized by MP's rose to 2309.7 
crore. One reason for this may be the entry of non-UTI, public sector 
mutual funds set up by the public sector banks. Life Insurance 
Corporation of India (LIC) and general Insurance Corporation of India 
(GIC). In 1988-89, the net resources mobilized by MP's rose to Rs. 
4174.8 crore. Thereafter, till 1992-93, there was a considerable increase 
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in the net resources mobilized. The figure in 1992-93 rose to Rs. 13021 
crore. Then from 1993-94, the net resources mobilized by MP's declined 
to lower levels, even reaching a negative figure of Rs. 5832.9 crore. 7 hen 
in 1997-98, the net resources mobilized by MP's rose to around Rs. 
4063.9 crore. In 1999-2000, this figure jumped to Rs. 22116.8 crore, an 
increase of 720 percent over the last year figure of Rs. 2695.4 crore. A 
reason for this would have been the Government of India's decision to 
revoke the tax to be paid by unit holders, on the income from UTI and 
other MP's. Then in the next three years, the net resources mobilized 
declined to reach a lower level of Rs. 4583.0 crore in 2002-03. 
Then, again in 2003-04, the net resources mobilized showed a huge 
increase of 945 percent, and rose to a level of Rs. 47872.7 crore. One 
possible reason could be increased performance of the Indian economy 
and general optimism among the retail investors. Then in 2004-05, the net 
resources mobilized by MP's declined to new lower levels of Rs. 2788.9 
crore. The main reason for this was the UTI debacle, where UTI closed 
its most popular scheme US-64 for the common investors. The main 
reason for this debacle was the shift of focus of UTI management from 
debt to equity. And due fluctuating pattern of returns, UTI was unable to 
generate profit for its investors. Then in 2005-06, again, the net resources 
jumped to a level of Rs. 50673.9 crore, a remarkable rise of 1717 percent. 
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One main reason for this was the improved performance of the stoci< 
market in this period. Also, due to low interest rates prevalent in the 
economy during that period, retail investors preferred to invest their 
money in 2005-06. 
Table 3.3 Net Resources Mobilized By Mutual Funds in India 
Year UTl Bank-sponsored Mutual 
Funds 
Fl-sponsored 
Mutual Funds 
Private Sector 
Mutual Funds 
1970-71 18.0 - - -
1971-72 15.1 - - -
1972-73 23.2 - - -
1973-74 30.6 - - -
1974-75 17.2 - - -
1975-76 29.0 - - -
1976-77 34.6 - -
" - • 
1977-78 73.3 - -
1978-79 101.5 - -
-
1979-80 57.9 - -
1980-81 52.1 - - -
1981-82 157.4 - - -
1982-83 166.9 - - -
1983-84 330.2 - - -
1984-85 756.2 - - -
1985-86 891.8 - - -
1986-87 1261.1 - - -
1987-88 2059.4 250.3 - -
1988-89 3855.0 319.7 - -
1989-90 5583.0 888.1 315.3 -
1990-91 4553.0 2351.9 603.5 -
1991-92 8685.4 2140.4 427.1 -
1992-93 11057.0 1204.0 760.0 -
1993-94 9297.0 148.1 238.6 1559.5 
1994-95 8611.0 765.5 576.3 1321.8 
1995-96 -6314.0 113.3 234.8 133.0 
1996-97 -3043.0 5.9 136.9 863.6 
1997-98 2875.0 236.9 203.4 748.6 
2066.9 1998-99 170.0 -88.3 546.8 
1999-00 4548.0 335.9 295.5 16937.4 
2000-01 322.0 247.8 1272.8 9292.1 
2001-02 -7284.0 862.8 406.8 16134.1 
2002-03 -9434.1 1033.4 861.5 12122.2 
2003-04 1049.9 4526.2 786.8 41509.8 
2004-05 -2467.2 706.5 -3383.5 7933.1 
2005-06 3472.5 4278.2 2111.9 40811.3 
Source: RBI Handbook of Statistics of Indian Fxonomy, 2007. 
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3.2.2 Characteristics of Mutual Funds 
• Mutual fund units are actually owned by the investors who have 
pooled their funds, that is they have ownership in their hands. 
• Usually, investment professional and other service providers 
manage mutual funds for which they earn a fee from the fund. 
• The funds that are collected from the investors are in turn invested 
in a portfolio of marketable securities and the value of the portfolio 
is updated everyday. 
• The investor's share is denominated in units. The value of the unit 
changes with the change in the portfolio value, everyday. The value 
of on unit of investment is called Net Asset value or NAV. 
• The investment portfolio of mutual fund is created according to the 
stated investment objective of the fund. 
3.2.3 Advantages of Mutual Funds 
• Reduction in risks: Mutual funds invest in an assortment if 
securities. Therefore, holding a portfolio that is diversified across 
investment avenues is a wise way to manage risk. 
• Portfolio diversification: Diversified investment improves risk-
return profile of the portfolio. Small investors may not have the 
amount of capital that would allow optimal diversification. By 
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offering a readymade diversified portfolio, mutual funds enable 
investors to hold a diversified portfolio. 
Professional management: Mutual funds are managed by 
investment managers and are prearranged by trustees and bound by 
the investment management agreements. Investment managers and 
funds are bound by the rules issued by AMFI, which cultivates 
professional standards in the industry. 
Reduction of transaction costs: The transactions of mutual funds 
are generally, very large. These large volumes attract lower 
brokerage commissions and other costs when compared to the 
smaller volumes of transactions entered into by individual 
investors. These benefits are passed on to the investors. 
Liquidity: Most of the funds sold today are open-ended. That is, 
investors can sell their existing units, or buy new units, at any point 
of time, at prices that are related to the NAV of the fund on the date 
of transaction. This enables investors to enjoy a high level of 
liquidity on their investments. 
Availability of various schemes: Mutual funds generally offer a 
number of schemes to suit the requirements of the investors. Thus, 
the investors can choose between regular income schemes and 
growth schemes, between schemes that invest in the money market 
and those that invest in the stock market 
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Convenience and flexibility: Mutual funds possess features such as 
regular plan (i.e., one can invest in installments), regular 
withdrawal plans (also called systematic withdrawal plans or SWP) 
and dividend reinvestment plan (also called systematic investment 
plan or SIP). Because of these features, one can systematically 
invest or withdraw funds according to one's needs and 
convenience. 
3.2.4 Disadvantages of Mutual Funds 
The following are important disadvantages of investing through mutual 
funds: 
• No control over the costs: Funds usually have different kinds of 
fees that reduce the overall payout. One may be in the form of 
shareholder's fees that is in the form of redemption and load fees 
and are paid by the unit holders. The other kind of fee is the annual 
fund operating fee that is charged as an annual percentage usually 
ranging from 1-3 percent. 
• No tailor-made portfolios: Mutual fund portfolios are created and 
marketed by asset management companies (AMCs) into which 
investors invest. They cannot create tailor-made portfolios and 
therefore, customized products can be made. 
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• Managing a portfolio of funds: As the number of mutual i'unds 
increases and to tailor a portfolio for himself, an investor may be 
holding a portfolio of funds, with the costs of monitoring them and 
using them, being incurred by him. 
• No choice: The investors cannot choose the securities they want to 
invest in, or the securities they want to sell. 
• Performance: The investors face the risk of fund manager not 
performing well. 
3.2.5 Selection of Mutual Funds 
The following points should be taken into consideration while selecting a 
mutual fund: 
• Size of the fund: Investors should always avoid tiny and small 
funds because of relatively high expenses associated with small 
funds, along with the possibility that a small may not survive or 
may undergo a change in objectives in the search for greater 
acceptance in the market place. 
• Age of the fund: In most cases, a fund should prove its merit over 
a period of at least three or five years. A new fund offer of an 
established investment management firm should be considered. 
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Time of launch: In case of new issues, investments should be 
avoided when the stock markets are at their respective peaks. 
Cost of ownership: Cost includes front-end sales charges, 
redemption charges and expense ratios. One should avoid schemes 
with front-end sales charges and evaluate the expense ratio in 
determining investment choice. 
Table 3.4 Classification of mutual funds according to 33 different 
investment objectives 
Fund Category Subcategory Investment Objective 
Equity Capital appreciation Aggressive growth 
Growth 
Sector 
Total return Growth-and-income 
Income-equity 
World equity Emerging market 
Global Equity 
International equity 
Regional equity 
Hybrid Hybrid Asset allocation 
Balanced 
Flexible portfolio 
Income-mixed 
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Taxable bond Corporate General 
Intermediate-term 
Short-term 
High yield High yield 
World Global bond, general 
Global bond, short-term 
Other world bond 
Government General 
Intermediate-term 
Short-term 
Mortgage-backed 
Strategic income Strategic income 
Tax-free bond State municipal General 
Short-term 
National municipal General 
Short-term 
Money market Taxable Government 
Non-government 
Tax-exempt National 
State 
Source: Investment Company Institute, "Mutual Fund Fact Book" 
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Table 3.5 shows mutual funds by risk-return trade-off. In the first column, 
funds with the highest degree of investment risk are shown at the top. In 
the third column, funds that are safest are shown at the top. A mutual 
fund's risk is determined by the risk of securities held in its portfolio: 
Table 3.5 Risk Characteristics of a Portfolio 
Higher Risk & Return Moderate Risk & Return Lower Risk & Return 
Aggressive growth stock Money market 
Growth stock Balanced Short-and intermediate-
term bond 
Growth & Income stock Long-term bond 
Source: Investment Compan y Institute, "Guide to Mutual Funds" 
3.2.6 Mutual Fund Products 
Depending on the investment portfolio that is created and the segments of 
the various markets in which funds are invested, there is a choice of iiinds 
to mvestors. 
Open-ended funds: An open-ended fund remains open for issue 
and redemption of its shares throughout its unlimited duration. 
Close-ended funds: A close-ended fund can issue shares only in 
the beginning and cannot redeem them or reissue them till the end 
of their fixed investment duration. A close-ended fund is open for 
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sale to investors for a specific period, after which ftarther sales are 
closed. Any further transaction for buying the units or repurchasing 
them, happen in the secondary markets, where close-ended liinds 
are listed. 
Dividend option: Investors, who choose a dividend option on their 
investments, will receive dividends from the mutual fund, as and 
when such dividends are declared. 
Growth option: Investors who do not require periodic income 
distribution can choose the growth option, where the incomes 
earned are retained in the investment portfolio, and allowed to 
grow, rather than being distributed to the investors. 
Reinvestment option: Investors reinvest the dividends that are 
declared by the mutual fund, back into the fund itself at NAV that 
is prevalent at the time of reinvestment. 
Simple equity funds: These ftinds invest a predominant portion 
(80-90 percent) of the funds mobilized in equity and equity related 
products. 
Primary market funds: these invest in equity shares, but do so 
only when a primary market offering is available. 
Sectoral funds: These choose to invest in one or more chosen 
sectors of the equity markets. These sectors could vary depending 
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on the investor preference and the return-risk attributes of the 
sector. 
• Index funds: In this, the fund manager simply replicates an 
existing market index. 
• Debt funds: These are those that predominantly invest in debt 
securities. Since most debt securities pay periodic interest to 
investors, these funds are also known as income funds. 
• Liquid funds and money market funds: These debt funds invest 
only in instruments with maturities less than a year. The investment 
portfolio is very liquid, and enables investors to hold their 
investments for very short horizons of a day or more. 
• Gilt funds: a gilt fund invests only in securities that are issued by 
the government, and therefore does not carry any credit risk. 
• Simple debt funds: These funds invest in a portfolio of debt 
securities. 
• Balanced funds: Funds that invest in both debt and equity markets 
are called balanced funds. A typical balanced fund would be almost 
equally invested in both the markets. 
• Load funds and non-load funds: Load funds charge load at the 
time of entry or exit from a fund. In case of a no-load fund, no load 
is charged from the investors. 
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3.2.7 Investment Choices 
One should look at more than the flind's past performance when making 
his/her investment decisions. One should read the fund's prospectus and 
shareholder's reports, and consider the following tips: 
• Scrutinize the fund's fees and expenses: 
Funds charge investors fees and expenses. A fund with high costs must 
perform better than a low cost fund to generate the same returns. Bven 
small differences in fees can translate into large differences in returns 
over time. 
• Know how the fund impacts the tax bill: 
The law requires a fund to make a capital gains distribution to 
shareholders if it sells a security for a profit that cannot be offset by a 
loss. If an investor receives a capital gains distribution, he will likely owe 
taxes on it- even if the fund has had a negative return since he invested in 
it. So one should try to find out whether the fund scheme he has invested 
in, is taxed or not. 
• Consider the age and the size of the fund: 
Before investing in a fund, one should read the prospectus to find out how 
long the fund has been operating and the size of the fund. Small funds can 
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have a few successful stocks that can have a large impact on the fund's 
performance. But as these funds grow larger and increase the number of 
stocks they own, each stock has a lesser impact on performance. This 
may make it more difficult to sustain initial results. One can get a better 
picture of a ftmd's performance by looking at how the fund has 
performed over longer periods and how it has weathered the ups and 
downs of the market. 
• Think about the volatility of the fund: 
While past performance does not necessarily predict future returns, it can 
show how volatile a fund has been. Generally, the more volatile a fund, 
the higher the investment risk. If an investor needs his money to meet a 
financial goal in one year, he probably cannot afford the risk of investing 
in a fund with a volatile history because he will not have enough time to 
ride out any declines in the stock market. One should read the fund's 
prospectus and annual report, and compare its year-to-year performance 
figures. These figures can help tell an investor whether the fund earned 
most of its returns in a few small bursts or whether its returns came in a 
steadier stream. •C^'^^^^^^^fS 
,,^( Ace. Nt. -- ) 
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• Factor in the risks the fund takes to achieve its returns: 
An investor should read the fund's prospectus and shareholder reports to 
learn about its investment strategy. Funds with higher rates of return may 
take risks that are beyond an investor's comfort level and are inconsistent 
with his financial goals. Thinking about the long-term investment 
strategies and tolerance for risk can help an investor decide what type of 
fund is best suited for him. 
• Ask about recent changes in the fund's operations: 
Has the fund's investment advisor or investment strategy changed 
recently? Has the fund merged with another fund? Operational changes 
such as these can affect fiature fund performance. For instance, the 
investment advisor or portfolio manager who generated the fund's 
successful performance may no longer be managing the fund. 
• Check the types of services offered and fees charged by the fund: 
An investor should read the fund's prospectus to learn what services it 
provides to shareholders. Some funds provide special services, such as 
toll free telephone numbers, check-writing privileges, and automatic 
investment programs. An investor should find out how easily he can buy 
and sell shares and whether the fund charges a fee for buying and selling 
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shares. One can expect funds that require extra work by their managers, 
such as international funds, to have higher costs. 
• Assess how the fund will impact the diversification of the 
portfolio: 
Generally, the success of one's investments over time will depend largely 
on how much money he has invested in each of the major asset classes-
stocks, bonds, and cash - rather than on the particular securities he holds. 
When choosing a mutual fiand, one should consider how his interest in the 
fund affects the overall diversification on his investment portfolio. 
Maintaining a diversified and balanced portfolio is a key to maintaining 
an acceptable level of risk. 
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Chapter 4 
INVESTMENT IN COMMODITIES 
Commodity markets are markets where raw or primary products are 
exchanges. These raw commodities are traded on regulated commodity 
exchanges, in which they are sold in standardized contracts. 
4.1 Commodity Markets in India 
In India, commodities market has been in existence for many decades, but 
the organized market for trading commodities futures was introduced 
recently. The commodity derivatives markets in India are as old as those 
of USA. The origin of commodity derivatives markets in India can be 
traced back to 1875, when the Bombay Cotton Trade Association Ltd., 
was set up which started trading in cotton futures. Subsequent to this, 
many other associations were floated at different points in time at 
different places to trade in derivatives in different commodities. For 
example, the futures trading in oilseeds started in 1900 at Bombay, raw 
jute and jute products in 1912 in Calcutta, wheat in Hapur in 1913, 
bullion in Bombay in 1920. However, in 1939, the options trading in 
cotton was banned by the Government of Bombay to restrict the 
speculative activity in cotton market. In subsequent years, forward 
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trading in various commodities like oilseeds, food grains, vegetable oils, 
sugar and cloth were also prohibited. During the post-independence 
period, when India was still an agriculture deficit country, the natural 
calamities and a couple of wars put severe pressure on the agri prices. In 
particular, futures trading encouraged speculation and hoarding of 
commodities, which were not good for the common man. So, in the mid 
1960's the trading of commodity futures in exchanges was banned in 
order to curb inflation. However, the informal market and few regional 
commodity exchanges continued to exist. But, as India became an 
agricultural surplus country, the situation changed. The government 
realized the need to liberalize this sector as well, along with other sectors, 
in order to boost the agricultural sector. Hence, the proposal to set up 
multi-commodity exchanges was put forth. In Nov. 2002, NMCE 
(National Multi-Commodity Exchange) was set up, followed by NCDEX 
(National Commodity and Derivatives Exchange), MCX (Multi-
Commodity Exchange) in 2003. Today, commodity futures are traded in 
21 regional exchanges (which are limited to trading in one or two 
commodities) and three national exchanges (NMCE, MCX and NCDliX). 
These three exchanges account for 80-90 percent of total trading volumes 
(Source: the Analyst, Dec. 2005). The number of commodities in which 
futures trading is allowed, has already crossed 100 and is expected to 
increase further. An ASSOCHAM study predicts the futures market 
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turnover to be around 100,000 cr by 2010. With such growth potential, 
the commodity futures market is all set to eclipse the equities market, 
both in terms of turnover and volumes. 
Table 4.1 Turnover of Commodity Futures Markets in India 
Exchange 2001-02 
(Cr.) 
2002-03 
(Cr.) 
2003-04 
(Cr.) 
2004-05 
(Cr.) 
2005-06 
(Cr.) 
2006-07 
(Cr.) 
NCDEX 0 0 1490 266,338 1066686 944066 
NBOT 14278 34376 53014 58,463 53683 57149 
MCX 0 0 2456 165,147 961633 1621803 
NMCE 0 4572 23842 13,988 18385 101731 
All 
Exchanges 
4495 66530 129364 571,759 2155122 2739340 
Source: Economic Survey 2006-07 
The futures trading is available on a large number of commodities. The 
number of commodities that is traded on the various commodity 
exchanges has also registered an increase over time, from just 8 in 2000 
to 80 in 2004. From the table 4.1, it can be inferred that the value of 
trading in all the commodity exchanges was Rs. 4495 crore in the year 
2001-02. This increased to Rs. 66530 crore in 2002-03 and subsequently 
to Rs. 129364 crore in 2003-04. In 2004-05, the total value of trading in 
commodity derivatives rose to Rs. 571759 crore. This figure then 
increased steeply to Rs. 2155122 crore in 2005-06 and Rs. 2739340 crore 
in 2006-07. Turnover as a percentage of GDP increased from only 4.7 
percent in 2003-04 to 18.3 percent in 2004-05 and further to 76.8 percent 
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in 2005-06. The growth in the volume of trading has been primarily 
propelled by Multi Commodity Exchange (MCX) and National 
Commodity Derivatives Exchange (NCDEX), with these two exchanges 
also accounting for a larger share of the number of contracts traded on the 
exchanges. 
A commodity futures market is a meeting place of buyers and sellers of 
an ever expanding list of commodities. It exists to dissipate the latest 
information regarding the demand and supply situation in the country and 
the world. The primary purpose behind the futures trading is to provide 
effective and efficient mechanism to hedge the price risk. While this 
mechanism is essential for all participants like corporates, traders and 
processors, it is of major importance to farmers, particularly the smaller 
ones. The government has always been keen on agricultural sector 
because the targeted GDP growth rate of 8 percent is neither possible nor 
sustainable unless the agricultural sector, on which two-thirds of the 
population depends, grows by at least 4 percent. Enabling futures trading 
in commodities is a major step in this direction. The farmers can make 
use of the futures market to hedge their price risks as well as to make 
informed decisions based on the latest information available. 
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4.2 Commodity Investing: opportunities galore 
Commodities are accepted as a separate asset class with a unique and 
distinct source of return. It is well documented that the statistical 
properties of commodities yield risk-reduction benefits for a portfolio 
invested mainly in financial assets. The relation between return and 
volatility in the commodity markets is inverse to that observed in the 
stock markets (substantiated by Goldman Sachs study; www.gs.com). 
The implication is that, if the commodity market returns are negatively 
correlated with those of traditional financial assets, the introduction of 
commodities in those portfolios may result in the diversification of risk. 
Thus, an investor can take full advantage of the unique statistical 
properties of commodity investments in their portfolios by adding 
commodity assets to a financial-only portfolio. 
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Table 4.1 Commodities- a wide variety of areas 
Grains Meat Metals Tropical Energy 
Com Cattle Aluminum Cocoa Crude oil 
Oats Hogs Copper Coffee Heating oil 
Soya meal Gold Cotton Natural gas 
Soya beans Lead Lumber Unleaded gas 
Soya oil Nickel Orange juice 
wheat Palladium 
Platinum 
Silver 
Zinc 
Rubber 
Sugar 
Source: Di Tamasso Group (the Analyst, May 2004) 
The commodity market and prices, in the coming years, would be 
influenced by two forces- deflation and inflation. If deflationary forces 
dominate, commodity prices will tend to decrease; if inflationary forces 
dominate, commodity prices will tend to increase. One more factor worth 
noticing is that commodity prices would increase significantly in the 
periods immediately after the end of a recession; this is because, after 
recession, demand for commodities generally picks up considerably. As 
global economy expands, the demand for commodities would 
correspondingly rise and, with it commodity prices. And economic 
recovery will generally demand a higher usage of commodities, resulting 
in higher commodity prices. 
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4.3 Advantages 
Trading in commodities has some tangible advantages over dabbling in 
shares. For one thing, price volatility is much less than in the case of 
shares, bonds and other financial instruments. The factors that influence 
commodity prices are also fewer in number and easier to understand and 
interpret. In the case of agricultural goods, these relate primarily to the 
weaker, the demand and supply scenario, government actions by way of 
subsidies and taxation, and international trading norms that are now 
guided by the World Trade Organization. 
However, commodity investing is fraught with risks as well. The return in 
commodities is good but, it is a roller coaster ride all along. Success in 
commodity investing depends on selecting the right commodities and 
appropriate strategies. Commodities react to a variety of supply and 
demand factors and some are inflation sensitive. Gauging the price 
movement, as accurately as possible, is the real challenge for the investor. 
4.4 Commodity Markets: an alternative investment avenue 
Over the last 20 years, the prices of commodities have generally been in a 
very long term bearish market. Even as recently as 2002-03, the outlook 
on recovery in the global economic activity and world trade was 
generally subdued due to depressed equity markets, weakening U.S dollar 
serious geo-political concerns. But now, the global economy has 
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recovered and demand from China has increased. So, the commodity 
markets are booming. In the global investment market, the newly hailed, 
attractive asset class is commodities. So, the investors are attracted to this 
new booming market for investment. Investment analysts predict that the 
next big boom will be in hard assets i.e. commodities, and not financial 
assets. According to them, global economic recovery and the depreciation 
of financial assets, due to excessive printing of money, will make 
commodities appreciate in relative terms. Investors now have an 
opportunity to find out which commodities will boom and which will not. 
However, it is a different kind of research, which investors have to do if 
they want to invest in commodities. There are no balance sheets to read, 
no quarterly results to wait for, no dividend announcements to factor into 
prices. Nonetheless, commodity markets provide huge investment 
opportunities for the investors. Investment in commodity markets has 
been very popular in the developed markets like the U.K and U.S. For 
investors who want to diversify their portfolio beyond shares, bonds and 
real estate, commodity markets offer another option. Commodities, 
actually offer immense potential to become a separate asset class for 
market-savvy investors, arbitrageurs and speculators. 
4.5 Investment Choice 
There are very few investment choices in a bull market. Investors can 
invest in shares of mining companies or own the actual physical bullion. 
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But, when it comes to other commodities such as soft goods, livestock 
and grains, the options are few. Investors can go into the ftitures market 
or try to find commodity index ftands. In this respect, there are few 
choices other than ftitures or the companies that produce those 
commodities themselves. Overtime, as institutional investors increase, 
more choices would be available. Another way to invest in this market is 
to invest in the companies that produce the stuff, for example, integrated 
oil companies, natural gas producers, water companies or commodity 
distributors. Shares of these companies normally, sell at low P/E 
multiples, low book values, and in most cases, pay attractive dividends. 
And, it can be seen that in the past few months, opportunities have arisen 
in the commodities market, especially in precious metals (silver, gold), 
energy (natural gas, oil), then water and food. 
Financial assets are not the only investments. Commodities offer another 
investment choice. Both these investment choices are not to be looked in 
tenns of mutually exclusive investments. Historically, the prices of these 
assets (commodities and financial assets) are not perfectly synchronized, 
hence, combining various assets lower the overall variability of the 
portfolio. 
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Conclusions 
Chapter 5 
CONCLUSIONS 
We observe that a common feature of all the transactions (investments) is 
that something is sacrificed now, for the prospects of gaining something 
later. The investor indulges in a bit of speculation as to how much return, 
he is likely to realize. In our opinion, there is an element of speculation 
involved in all the investment decisions. It does not follow though, that 
all investments are speculative by nature. Genuine investments are 
carefully thought out decisions. They involve only calculated risks. The 
expected return is consistent with the underlying risk of the investment. A 
genuine investor is risk-averse and, usually has a long-term prospective in 
mind. Speculative investments, on the other hand, are not carefully 
thought out decisions. They are based on rumors, hot tips, inside dopes 
and often simply on hunches. The risk assumed is disproportionate to the 
return expected from speculation. The intention is to profit from short-
term fluctuations. In other words, a speculation is relatively less risk-
averse and has a short-term prospective for investment. 
So in our opinion, an investment can be distinguished from speculation 
by: 
• The time-horizon of the investor. 
• The risk-return characteristics of the investments. 
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A genuine investor is interested in a good rate of return earned on a rather 
consistent basis, for a relatively long period of time. The speculator, on 
the other hand, seeks opportunities promising very large returns, earned 
rather quickly. In this process, he assumes a risk that is disproportionate 
to the anticipated return. 
However, it cannot be inferred that there exists a clear-cut demarcation 
between investment stocks and speculative stocks. The same stock can be 
purchased as a speculation or as investment, depending on the motive of 
the purchaser. For e.g. the decision of an investor to invest in the stock of 
say, Infosys, is considered as a genuine investment because he seems to 
be interested in a regular dividend income, and prospects of long-term 
capital appreciation. However, if another person buys the same stock with 
the anticipation that the share price is likely to rise very quickly and gain 
from the rise, such decision will be characterized as speculation. 
When it comes to individual stocks, there is no guarantee of safety of 
principal or a periodical return. Some companies may pay dividends but 
some may not. Without dividends, an investor can make money only 
through its appreciation in the open market. Although risk might have 
negative aspects, it has brighter side too. Greater risk is related to greater 
return on the investment. This is the reason why stocks can be expected to 
outperform other investments such as bonds, savings accounts etc. 
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Investing in equities is riskier and demands more time. However, it can 
probably be more rewarding tlian one can imagine and certainly very 
exciting. World over, and even in India, stocks have outperformed every 
other asset class over the long run. So, investing in equities is all about 
growth. As an equity investor, one is a part owner of a company and 
hence participates in the growth opportunities that the company can 
benefit from. Also, as good companies are normally, able to adjust to 
inflation by either increasing prices or by controlling costs, equities, also 
offer the best hedge to inflation. The right time perspective for investing 
in equities is one that allows an investor to benefit and participate in the 
company's growth and should preferably be greater than 5 years. Foreign 
institutional investors, indisputably and almost entirely, dominate the 
Indian stock market sentiments and consequently the market movements. 
It is therefore, primarily the retail/small investor community which gets 
affected the worst as they are generally among the late entrants to a bull 
run(i.e. near the peak) and amongst the last to exit in a correction. So, in 
order to effectively manage the exposure in equity investments, it is 
important that the investor should be able to control greed factor, which 
could lead the investor to compromise with his investment principles. 
The investors should buy/hold stocks based on the fundamentals rather 
than some rumors or news. Similarly, the investor should take advantage 
of the huge volatility in the markets witnessed time and again. Price 
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fluctuations provide an investor an opportunity to buy wisely when 
prices fall sharply and to sell wisely when they advance a great deal. 
Also, an investor should keep a margin of safety while making his 
investment decisions. This would provide an investor with a cushion 
against market adversaries. Also, the investor should invest for a longer 
period of time as compared to a shorter period. This is because in the 
shorter investment horizon, the movements in stocks are based on 
rumors, sentiments, market perceptions and liquidity. However, in the 
long run, movements in stocks are based on fundamental reasons. And, 
in the long run, stock prices tend to align themselves with its 
fundamentals. 
In comparison to equities, there is less uncertainty about the cash flows 
accruing to the bondholders as compared to the shareholders. The bond 
prices fluctuate less then equity prices, and the investor who desire 
superior performance has to look for even small differentials in prices 
and returns. 
The correlation of risk although positive, is very low between common 
stock and corporate bonds. Thus, inclusion of bonds in a portfolio can 
reduce the portfolio's risk more proportionately then the reduction in the 
overall returns. In fact bonds are an important component of a 
strategically-balanced portfolio at every stage of the investor's life. 
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Bonds can: 
• Provide investment stability to help buffer against the volatility of 
the stock market. 
• Pay a steady stream of income, which can help with living 
expenses. 
As far as commodities are concerned, they are accepted as a separate 
asset class with a unique and distinct source of return. It is well 
documented that the statistical properties of commodities yield risk-
reduction benefits for a portfolio invested mainly in financial assets. The 
relation between return and volatility in the commodity markets is 
inverse to that observed in the stock markets. The implication is that, if 
the commodity market returns are negatively correlated with those of 
traditional financial assets, the introduction of commodities in those 
portfolios may result in the diversification of risk. Thus, an investor can 
take full advantage of the unique statistical properties of commodity 
investments in their portfolios by adding commodity assets to a financial-
only portfolio. Trading in commodities has some tangible advantages 
over dabbling in shares. For one thing, price volatility is much less than 
in the case of shares, bonds and other financial instruments. The factors 
that influence commodity prices are also fewer in number and easier to 
understand and interpret. 
However, commodity investing is also, not free from risks as well. The 
return in commodities is good but, it has a risk element too. Success in 
commodity investing depends on selecting the right commodities and 
appropriate strategies. Commodities react to a variety of supply and 
demand factors and some are inflation sensitive. Gauging the price 
movement, as accurately as possible, is the real challenge for the 
investor. Investment analysts predict that the next big boom will be in 
hard assets i.e. commodities, and not financial assets. According to them, 
global economic recovery and the depreciation of financial assets, due to 
excessive printing of money, will make commodities appreciate in 
relative terms. Investors can invest in the shares of the mining 
companies, oil companies, natural gas providers or own the actual 
bullion. Investors can invest in the futures instruments as well as 
commodity index funds. Financial assets are not the only investments. 
Commodities offer another investment choice. Both these investment 
choices are not to be looked in terms of mutually exclusive investments. 
Historically, the prices of these assets (commodities and financial assets) 
are not perfectly synchronized, hence, combining various assets lower 
the overall variability of the portfolio. 
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So, in order to make a safe and rewarding investment, an investor can 
follow three basic principles: 
Principle No.l: Always Invest with a Margin of Safety 
Margin of safety is the principle of buying a security at a significant 
discount to its intrinsic value, which is thought to not only provide high-
return opportunities, but also to minimize the downside risk of an 
investment. 
Value investing can provide substantial profits once the market 
inevitably re-evaluates the stock and ups its price to fair value. It also 
provides protection on the downside if things don't work out as planned 
and the business falters. 
Principle No. 2: Expect Volatility and Profit from It 
Investing in stocks means dealing with volatility. Instead of running for 
the exits during times of market stress, the smart investor greets 
downturns as chances to find great investments. An investor should form 
his own estimates of the business's value based on a sound and rational 
examination of the facts. Furthermore, he should only buy when the price 
offered makes sense and sell when the price becomes too high. Put 
another way, the market will fluctuate - sometimes wildly - but rather 
than fearing volatility, the investor should use it to his advantage to gel 
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bargains in the market or to sell out when his holdings become way 
overvalued. 
Principle No.3: Know What Kind of Investor one is 
Investors must know their investment selves. 
Active vs. Passive 
Active and passive investors are referred to as "enterprising investors" 
and "defensive investors", respectively. An investor only has two real 
choices: The first is to make a serious commitment in time and energy to 
become a good investor who equates the quality and amount of hands-on 
research with the expected return. Then the second choice is to get a 
passive, and possibly lower, return but with much less time and work. 
If investor has neither the time nor the inclination to do quality research 
on his investments, then investing in an index is a good alternative. In 
modern terms, the defensive investor would be an investor in index funds 
of both stocks and bonds. In doing so, an investor is virtually guaranteed 
the market's return and avoids doing worse than average by just letting 
the stock market's overall results dictate long-term returns. 
Normally, equities and bonds are considered as substitutes. In case of a 
rising stock market, investors tend to liquidate their fixed income 
investments and invest in equities. While, when the market is felling, 
investors normally liquidate their equity investments and invest in fixed 
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income securities. So, the market conditions have an effect on the 
investor sentiments as far as the equity and bond investments are 
concerned. Real estate and commodity investments have emerged as new 
highly rewarding asset classes as well as substitutes for the equity 
investments in times of adverse market conditions. Real estate and 
commodity investments have very low, if not negative, correlation with 
the equity investments. So, they provide an effective hedge against poor 
performance by equity investments. So, investors tend to chum their 
respective investments depending upon the market conditions. When the 
economic performance and the corporate performance are improving, 
investors tend to increase their equity exposures and reduce their fixed 
income and other investments. In case of economic and corporate 
downturn, investors tend to reduce their equity exposures and increase 
investments in fixed income instruments, real estate and commodities. 
So in our opinion, the hypothesis is rejected that the markets have no 
effect on the investment decisions. So, we conclude that markets do have 
an effect on the investment decisions made by an investor. 
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Appendices 
Appendix 
Annexure 1 
Year NSE 
Index 
NSE Turnover 
(Rs.Cr.) 
1996-97 899.1 294503 
1997-98 1079.4 370195 
1998-99 884.25 414474 
1999-00 1480.45 839050 
2000-01 1263.55 1339510 
2001-02 1059.05 513167 
2002-03 1093.5 617988 
2003-04 1879.75 1099535 
2004-05 2080.5 1140071 
2005-06 2836.55 1569556 
2006-07 3966.4 1945285 
Source: RBI, NSE 
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Annexure 2 
Year 
Financial 
Savings (cr.) 
Houseliold 
Savings (cr.) 
1990-91 49640 109897 
1991-92 62101 110736 
1992-93 65367 131073 
1993-94 94738 158310 
1994-95 120733 199358 
1995-96 105719 216140 
1996-97 141661 233252 
1997-98 146777 268437 
1998-99 180346 326802 
1999-00 205743 404401 
2000-01 216774 452268 
2001-02 253964 513110 
2002-03 254439 574681 
Source: RBI 
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Annexure 3 
Year 
Financial 
Institutions 
(Cr.) 
Non-financial 
Institutions (Cr.) 
1995-96 4552.0 4739.0 
1996-97 6541.0 6032.0 
1997-98 9659.7 11236.7 
1998-99 20382.4 12298.9 
1999-00 17981.3 23874.2 
2000-01 26201.2 18529.6 
2001-02 17358.0 18898.0 
2002-03 20407.0 21464.0 
2003-04 26461.3 18679.4 
2004-05 25531.2 22080.1 
2005-
06(P) 
39395.1 15768.6 
Source: RBI 
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Annexure 4 
Year 
GDP(current 
prices) 
Net 
Domestic 
Savings 
NSE 
IVICAP 
1994-95 1012770 180821 4492716 
1995-96 1188012 180758 5130178 
1996-97 1368209 200181 6022696 
1997-98 1522547 206593 5296013 
1998-99 1740985 286322 8718711 
1999-00 1936831 292154 9247468 
2000-01 2089500 314595 6966768 
2001-02 2271984 409346 7398448 
2002-03 2463324 522783 10661885 
15575638 2003-04 2760025 612658 
Source: RBI 
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Annexure 5 
Year 
Financial 
Institutions 
(Cr.) 
Non-financial 
Institutions 
(Cr.) 
1995-96 2136.0 1934.0 
1996-97 1847.0 646.0 
1997-98 4323.7 4878.5 
1998-99 12174.2 4823.5 
1999-00 10875.2 8528.3 
2000-01 13262.6 9843.0 
2001-02 16019.0 12601.0 
2002-03 9454.0 15623.0 
2003-04 12550.7 6209.2 
2004-05 20974.2 14820.0 
2005-06(P) 26552.8 14651.8 
Source: RBI 
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Annexure 6 
Year Assets (cr.) 
1985-86 891.8 
1986-87 1261.1 
1987-88 2309.7 
1988-89 4174.8 
1989-90 6786.9 
1990-91 7508.4 
1991-92 11252.9 
1992-93 13021.0 
1993-94 11243.2 
1994-94 11274.6 
1995-96 -5832.9 
1996-97 -2036.7 
1997-98 4063.9 
1998-99 2695.4 
1999-00 22116.8 
2000-01 11134.7 
2001-02 10119.7 
2002-03 4583.0 
2003-04 47872.7 
2004-05 2788.9 
2005-06 50673.9 
Source: RBI 
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Annexure 7 
Year 
NSE Mcap as a 
percentage of 
GDP 
1994-95 443.61% 
1995-96 431.83% 
1996-97 440.19% 
1997-98 347.84% 
1998-99 500.79% 
1999-00 477.45% 
2000-01 333.42% 
2001-02 325.64% 
2002-03 432.83% 
2003-04 564.33% 
Source: RBI 
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Annexure 8 
Year Private Sector (cr.) 
Public 
Sector (cr.) 
1995-96 4070.0 9291.0 
1996-97 2493.0 12573.0 
1997-98 9202.2 20896.4 
1998-99 16997.7 32681.3 
1999-00 19403.5 41855.5 
2000-01 23105.6 44730.8 
2001-02 28620.0 36256.0 
2002-03 25077.0 41871.0 
2003-04 18759.9 45140.7 
2004-05 35794.2 47611.2 
2005-06 41204.6 55163.7 
Source: RBI 
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